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Taxes on Business
axes are an important concern of all businesses. Before a
Social Security Tax (FICA). Both the employer and the em
business can take steps to minimize its tax burden, it
ployee are responsible for taxes payable on Social Security
must be aware of its tax liability to the federal as well as to (otherwise known as FICA) for each employee. For each
state and local governments. To properly report taxes, new
employee, the employer must pay 7.05 percent and the
businesses must obtain identification numbers. A federal
employee, 7.05 percent of the first $39,600 of annual wages,
“Employer Identification Number” can be obtained by com
for a combined tax of 14.1 percent. The maximum tax that can
pleting federal Form SS-4. To obtain a state identification
be withheld is $5,583.60—$2,791.80 per year paid by the
number, contact your state tax commissioner.
employee, with the employer liable for an additional max
imum tax of $2,791.80. Self-employed persons pay 11.8
Businesses generally are subject to four types of taxes:
percent on a maximum net earned amount of $39,600.
payroll, sales, property and income. Additionally, certain
state and local jurisdictions may assess other types of taxes.
Federal (FUTA) and State Unemployment Tax. Employers
must pay FUTA tax on an employee’s wages up to $7,000 at a
Payroll Taxes
rate of 6.0 to 6.2 percent. A partial credit is allowed, based
on the employer’s state unemployment insurance tax liability.
When a business pays a salary to even one employee, it
An employer is generally one who either employs one or
becomes subject to payroll taxes. An employer is responsible
more persons in each of twenty days in a year, each day being
both for taxes withheld from the employee (e.g., federal and
in a different week, or has a payroll of at least $1,500 in a
state income taxes) and for
calendar quarter. Each payment is made to a depositary and is
taxes assessed against the
accompanied by a Federal Tax Deposit Coupon designating
employer (e.g., Social Se
the type of tax and the tax period.
curity and unemployment
tax). Payroll taxes must be
Timetable for Deposits
deposited by certain spe
Quarterly payments are not required if the tax for that quarter
cific dates, which vary ac
plus the tax not deposited for prior quarters in the calendar
cording to the amount
year is $100 or less. Instead, Form 940 can be filed for the
payable. Withholding ta
year. Any balance of tax due for the year must be paid by
bles are available to deter
January 31 of the following year, using a Federal Tax Deposit
mine the amount of both federal and state taxes to be with
Coupon. For example, if the computed tax for the quarter
held, based on an employee’s compensation for each pay
ended March 31 were $90, no depositary payment would be
period and the number of exemptions claimed.
required for that. Then, if the tax for the quarter ended June

T

Deposits of federal income tax and employer’s and em
ployee’s shares of Social Security tax should be made to a
depositary (an authorized financial institution or a Federal
Reserve bank) together with a Federal Tax Deposit Coupon
designating the type of tax and the tax period. If the amount
of tax is at least $500 for the first month or second month of
the quarter, depositary payments must be made by the 15th
day of the month after $500 is reached. Final payment for a
quarter is made to the depositary by the last day of the month
following the quarter. If the amount of the tax is less than
$500 for a calendar quarter, the employer is not required to
make deposits; instead, the payment can be made directly to
the IRS, with quarterly tax returns, by the last day of the
month after each quarter. Earlier deposit payments are re
quired if the tax is $3,000 or more for a month.

30 were $240, there would be a depositary payment of $330
to be made by July 31.

Most states (plus the District of Columbia and Puerto
Rico) have unemployment taxes with a wage base identical to
the federal tax rate, but some vary from the federal rate. Your
state’s unemployment tax rate should be verified with the
state tax commissioner.

Sales Tax

Sales taxes are levied by state and local authorities and apply
to businesses that sell to final consumers. Even if sales to
final consumers are only a small percentage of the total sales,
a business owner is required to collect and report taxes on
such sales. Some states now require estimated payments.
(Continued on back page)

Good Business-Record Retention Schedule
Depends on More Than Statute of Limitations
Although the statute of limitations may offer shelter from prosecution or the
enforcement of rights after a given period—the period of assessment on tax
returns, for example—it alone does not justify the dumping of papers and records
in your files. For one thing, there are often exceptions to the statute. On tax returns
the government can press for payment
in certain circumstances even after the
three-year limit has run if there has
been failure to file, fraud or substantial
omission of income.

In addition, there can be reasons for
saving documents other than protecting
yourself. Old tax returns can help estab
lish, among other things, the fact that a
depreciable asset was acquired, when
and for how much; and may show when
it was improved upon and at what cost;
and when and how it was disposed of.
Such information can help determine
ownership, value, capital gain or loss
and much more.

So there are some documents and rec
ords that probably should be retained
indefinitely, including
□ Tax returns and reports.
□ General ledgers.
□ Financial statements.
□ Cost ledgers.
□ Books of original entry.
□ Audit reports.
□ Plant ledgers.
□ Personnel records.
□ Invoice registers.
□ Credit histories.
□ Capital-stock ledgers.
□ Minutes books.
□ Deeds, titles and abstracts.

Plenty to Throw Away
Is it inevitable, then, that one will even
tually be swamped by old papers? Not
quite. Most business documents do
have a limited lifetime. A schedule for
disposing of these when their value is
gone will help keep the files open for
current, useful documents.

For example, seven years after a con
tract has expired it’s generally safe to
get rid of it. Seven years is also a com
mon retention period for accounts-re
ceivable ledgers; bank statements and
canceled checks, including payroll

checks; payroll journals; accounts-pay
able files, including purchase orders,

invoices, etc.; shipping records; dupli
cates of your invoices; and commission
records.

Time cards can probably be discarded
after four years.

Insurance policies can usually be dis
posed of three years after they have
expired, and three years is also the sug
gested retention period for bank deposit
receipts and duplicates of checks.
These retention periods are merely sug
gestions, they are not carved in stone.
State law may affect how long you hold
an item. If in doubt about a document,
it would be well to err on the con
servative side. Your CPA can suggest
retention times for papers not men
tioned above and help you work up a
file-clearing schedule that will let you
get rid of junk while holding on to what
you may need.

Exec’s List of What It Takes to Excel
Headed by “Focus on the Customer”
Companies can be measured for excel
lence in many ways: earnings, divi
dends and growth are just three.
William Andres, chairman of Dayton
Hudson, has another; he asks the ques
tion, “Which company would I want to
work for if I were just starting my
career?”
For him the identifying marks of com
panies with the most opportunities for
personal growth and advancement
include

□ An ability to manage change—to
anticipate, analyze, adapt to and
ultimately thrive on new develop
ments. A bias for strategic plan
ning, in order to capitalize on
those new developments.
□ A spirit of employee partnership.
□ A challenging culture, with the
company’s philosophy of striving
to be the best serving as a
motivating force for all, causing
them, no matter what their jobs,
to be thoroughly professional in
everything they do.
□ An ethical foundation, with com
pany performance standards,

clearly spelled out, never any
thing less than honorable.

And, in Mr. Andres’s view, the indis
pensable requirement if a company is to
best serve its employees’ career inter
ests is
□ A customer focus.
“There is considerable evidence,” he
told the Harvard Business School Mar
keting Club, “that the very best busi
nesses concentrate, almost singlemindedly, on serving the customer.
Pleasing customers is an obsession.
Service is an obsession. Quality is an
obsession. Dependability is an obses
sion. Attention to detail is an obses
sion. My point is this: No matter what
the company or product, there is a
growing awareness of the important re
lationship between a company’s cus
tomer focus and outstanding ‘bottom
line’ performance. From my vantage
point it seems we have entered an age
where the customer focus is becoming
ever more important for a growing
number of businesses and professions.
It’s a trend that affects virtually
everyone.”

Cut Receivables with Better Billing Methods;
Let Ratio Analysis Tell You How You’re Doing
If you bill customers monthly, re
gardless of when you make deliveries,
you may be delaying payment of what is
owed you by an average of 10 working
days—about half the working days in a
month.
If your sales total a million dollars a
year, your average sales per working
day ($1,000,000
250) are $4,000.
That means there is usually about
$40,000 in customers’ pockets that
ought to be in yours.

The answer? Getting your bills out, and
onto the customers’ lists of payables, as
soon as the goods are shipped. If send
ing out invoices is the job of an over
worked bookkeeper with a lot of other

your industry, which you may be able to
get through your industry association.

Ratios’ Other Uses
Such ratio analysis can be used to evalu
ate all sorts of business data, producing a
solid foundation of facts on which to
base sound decisions. There are at least a
couple of dozen different kinds of ratios,
grouped generally in four categories:
□ Liquidity ratios, which for the
most part reflect ability to meet
current obligations.
□ Coverage ratios, measuring fac
tors such as the number of times
interest is earned.
□ Leverage ratios, revealing aspects
of the business of most concern to
lenders.
□ Operating ratios, showing per
centage of gross profits, return on
investments, expenses to sales,
sales to assets and other relation
ships that indicate how well you
are managing.

Your CPA no doubt will be able to help
you find and apply the ratios that would
be most useful to you.
responsibilities, explore ways of auto
mating the billing process. Or at least
make billing the bookkeeper’s chief
priority.
Think of what that $40,000 line of
credit you extend to customers is cost
ing you.

Ratio Analysis Can Help
To get a clearer idea of how effective
your billing procedures are, find your
receivable-turnover ratio, the ratio of
credit sales to average accounts receiva
ble. If receivables average one-eighth
of sales, the ratio is eight to one.

Applying this ratio to the 250 working
days of the year will show that your
average wait to collect is 250 ÷ 8 or 31
working days.
Is this good enough? One way to find out
is by comparing your stats with those for

The Computer Multiplies
Analysis Capability

If your business utilizes electronic data
processing, the opportunity for analyz
ing company finances is greatly ex
tended. According to Dun & Bradstreet,
among companies with 100 employees
or more, financial analysis is the
number-one application for computers.
At the smallest firms—those with fewer
than 20 employees—this application of
the computer is second only to account
ing uses.
For the benefit of firms that may be still
just thinking about computerizing, here
are the types of personal computer soft
ware packages D&B found to be cur
rently in use at the smallest companies:
Accounting
81%
Financial analysis
60
Word processing
41
Database management
36

Inventory control
Customer credit analysis
Purchasing
Other

34%
30
20
9

Number Please?
Some companies now routinely
list in their telephone card files
phone numbers found on let
terheads and business cards re
ceived. The reason? The inaugu
ration of a 50-cent charge for outof-state AT&T directory-assis
tance calls.

Business Owners Have
Motive to Hire Relatives
Business owners looking for ways to
share income with lower-bracket family
members might consider putting the
spouse and/or offspring on the payroll.
The work done must be real—a specific
job with regular responsibilities—and
the pay must be in line with going rates.
But if those requirements are met, here
are some of the possible benefits:
□ Participation in company pension
or profit-sharing plans.
□ Accident, health and life insur
ance coverage under company
group plans.
□ Eligibility to put as much as
$2,000 a year, even if that’s all they
earn, into an IRA.
□ If help must be paid to look after
someone left at home, eligibility
to claim child-care credits or
exclusions.

Small Business Handbook

A new Handbook on Small Busi
ness, prepared by a Senate com
mittee, outlines financial, man
agement and technical programs
and services that the Federal gov
ernment offers small business
owners. It’s available for $7.00
from the Government Printing
Office, Washington, DC 20402
(publication number 052-07100680-0).

viser, for at the receiving end paperwork would be largely
eliminated.
After transmitting a return to the government, a preparer
might give the client either a copy of the answer sheet, like
the sample reproduced here in reduced size, or might present
the data to the client on a conventional tax form.

We have direct dialing of telephones, direct deposits into
bank accounts and direct marketing. Now, how about direct
filing of income tax returns, with the tax preparer filling out a
one-page answer sheet and whipping it
off to the IRS via magnetic tape or
Direct
telephone line?
Tax Return

Filing

It’s coming, predicts Frank M. Mal
anga, head of the IRS’s Research
Division. In fact, the IRS soon will issue a draft proposal
setting forth suggested procedures for direct filing of returns,
of a kind readable by machines known as optical character
recognition equipment. The savings to Uncle Sam would be
huge, Malanga writes in the October issue of The Tax Ad

Tax Return of the Future?

Taxes on Business
(Continued from first page)

Property Tax
If a business owns real estate, it must pay real estate tax. If a
business leases its premises, its lease might call for payment
of real estate taxes, or the amount of any increase in real
estate taxes, as additional rent. Real estate taxes are generally
due in several installments during the year. A privately owned
business may be taxed on its personal property, and a corpo
ration may be taxed on its capital stock. Both of the latter
taxes require the filing of tax returns.
Income Taxes
The federal government as well as most states and many
cities collect taxes based on business income. Income taxes
are levied on a business in keeping with its structure and
income. A sole owner or a member of a partnership will
report net income from a business on his or her federal
individual income tax return. A partnership files a separate
information return from which the taxable amounts are re
ported by each partner on his or her individual return.

A corporation pays taxes based on its net income. Federal
corporate tax rates are 15 percent on the first $25,000 earned,
18 percent on the second $25,000, 30 percent on the third, 40
percent on the fourth and 46 percent on the remainder, up to
$1,000,000.

Other Taxes
Although the four types of tax listed at the start of this
summary represent the principal taxes assessed, there may be
other state and local taxes, such as the state intangibles tax,
which taxes property which is not in itself valuable but
derives its value from that which it represents. Examples are
stocks, bonds, loans, notes, accounts receivable and other
obligations for the payment of money. Also, there can be
local taxes on the right to do business, otherwise known as an
occupational license or franchise tax. This tax is usually
based on sales and/or inventories, and the rates are set by the
type of business.
Again, it should be emphasized that the filing of tax
returns and payment of taxes must be timely; failure to meet
deadlines can result in substantial financial penalties. The
burden is on the business owner to be aware of taxes payable
in the jurisdictions where the business is located.
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